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July 19, 2005
MINERAL LEASE BID APPLICATION

I agree, if awarded a lease on the referenced tract, to comply with all terms
and conditions of said lease and with all applicable laws that so govern said

lease, and as those laws may be amended.

Name: CHALFANT PROPERTIES, INC,

Address: PO BOX 3123 .
City MIDIAND  State:TX  Zip: 7
Telephone: (432)684-9819 o

(Include +4 Code)

County(ies): REEVES Survey/Area: T & P RY CO
(If Applicable)
Block/Tsp.: 57/3S  Section/Tract: 20 Acres: 640.0
(If Applicable)
(A) Bonus Amount ($)320;:88800 01, 28¢.9?
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(type/print above)

(B) Sales Fee Amount ) (i}ﬁm_é_ﬁ,.ﬂ_m
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(type/print above)

This Sales Fee is 12% of the cash bonus as provided in Section 32.110 of the
Natural Resources Code as amended.

APPLICANT NAME BONUS AMOUNT ONLY (A)de
(Do Not include sales fee) 0?'
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Lease Form
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Austin, Texas

OIL AND GAS LEASE
NO. M-105332

WHEREAS, pursuant to the Texas Natural Resources Code Chapters 32, 33, 51, and Chapter 52, Subchapters A-D and H, (said Code being hereinafier referred to as N.R.C.), and subject to all
rules and regulations promulgated by the Commissioner of the General Land Office and/or the School Land Board pursuant thereto, and all other applicable statutes and amendments to said
N.R.C., the following area, to-wit:

SECTION 20, BLOCK 57, TOWNSHIP 038, T. & P. RY. CO. SURVEY, REEVES COUNTY, TlXAS. CONTAINING APPROXIMATELY 640 ACRES, AS SHOWN ON THE
OFFICIAL MAP OF REEVES COUNTY, TEXAS NOW ON FILE IN THE TEXAS GENERAL LAND OFFICE, AUSTIN, TEXAS,

was, after being duly advertised, offered for lease on the 19" day of July, 2008, at 10:00 o'clock a. m., by the Commissioner of the General Land Office of the State of Texas and the School Land
Board of the State of Texas, for the sole and only purpose of prospecting and drilling for, and producing oil and/or gas that may be found and produced from the above described area; and

WHEREAS, after all bids and remittances which were received up 1 said time have been duly considered by the Commissioner of the General Land Office and the School Land Board at a
regular meeting thereof in the General Land Office, on the 19" day of July, 2008, hercinafter the “effective date” and it was found and determined that CHALFANT PROPERTIES, INC.
whose address is P.O. BOX 3123, MIDLAND, TEXAS 79702-3123 had offered the highest and best bid for a lease of the area ubove described and is, therefore, entitled 1o receive a lease
thereon:

NOW, THEREFORE, |, Jerry E. Patterson, Commissioner of the General Land Office of the State of Texas, hereinafter sometimes referred to as "Lessor,” whose address is Austin, Texas, by
virtue of the authority vested in me and in consideration of the payment by the hereinafler designated Lessee, the sum of Four Hundred One Thousand Two Hundred Eighty And 00/100
Dollars ($401,280.00), receipt of which is hereby acknowledged and of the royalties, covenants, stipulations and conditions contained and hereby agreed to be paid, observed and performed by
Lessee, do hereby demise, grant, lease and let unto the above mentioned bidder the exclusive right to prospect for, produce and take oil and/or gas from the aforesaid area upon the following
terms and conditions, to-wit:

1. RESERVATION: There is hereby excepted and reserved to Lessor the full use of the property covered hereby and all rights with respect (o the surface and subsurface thereof for any and
all purposes except those granted and to the extent herein granted to Lessee, together with the rights of ingress and egress and use of said lands by Lessor and its mineral | for p of
exploring for and producing the minerals which are not covered, or which may not be covered in the future, under the terms of this lease, bmwhxbmybehxlwdmﬂmth:lwfwehmm
of the leased area. All of the rights in and to the leased premises retained by Lessor and all of the rights in and to the leased premises granted to Lessee herein shall be exercised in such a manner
that neither shall unduly interfere with the operations of the other.

1. TERM: Subject to the other provisions hercof, this lease shall be for a term of five (5) years from the effective date hereof (heremn called "primary term”) and as long thereafier as oil or
gas is produced in paying quantities from said arca.
3. DELAY RENTALS: If no well is commenced on the land hereby leased on or before the anniversary date of this lease, this lcase shall lerminate as to both parties unless the Lessee on or

before said date shall pay or tender to the Commissioner of the General Land Office of the State of Texas at Austin, Texas, the amount specified in the following schedule multiplied by the
number of acres in the premises, which shall operate as a rental and cover the privilege of deferring the commencement of 8 well for twelve (12) mooths from said date. In like manner and upon

payments or tenders of amounts set out in the following schedule, the con of a well may be further deferred for a like period of the same number of months.
Anniversary Date Delay Rental per Acre
First $ 5.00
Second $ 500
Third $25.00
Fourth $25.00
4. PRODUCTION ROYALTIES: Subject to the provisions for royalty reductions set out in subparagraph (E) of this paragraph 4, upon production of oil and/or gas, the Lessee agrees 1o pay

or cause 1o be paid to the Commissioner of the General Land Office in Austin, Texas, for the use and benefit of the State of Texas, during the term hereof*

(A) OIL: As a royalty on oil, which is defined as including all hydrocarbons produced in a liquid form at the mouth of the well and also all condensate, distillate, and other liquid
hydrocarbons recovered from oil or gas run through a separator or other equipment, as hereinafter provided, 1/4 part of the gross production or the market value thereof, at the option of the
Lessor, such value to be determined by 1) the highest posted price, plus premium, if any, offered or paid for oil, condensate, distillate, or other liquid hydrocarbons, respectively, of a like type and
gravity in the general area where produced and when run, or 2) the highest market price thereof offered or paid in the general area where produced and when run, or 1) the gross proceeds of the
sale thereof, whichever is the greater. Lessee agrees that before any gas produced from the land hereby leased is sold, used or processed in a plant, it will be run free of cost to Lessor through an
adequate oil and gas separator of conventional type or other equipment al least as efficient to the end that all liquid hydrocarbons recoverable from the gas by such means will be recovered. Upon
written consent of Lessor, the requirement that such gas be run through such a separator or other equipment nay be waived upon such terms and conditions as prescribed by Lessor.

(B) NON-PROCESSED GAS: As a royalty on any gas (including flared gas), which is defined as all hydrocarbons and gaseous substances not defined as oil in subparagraph (A) above,
produced from any well on said land (except as provided herein with respect to gas processed in a plant for the extraction of gasoline, liquid hydrocarbons or other products) 1/4 part of the gross
production or the market value thereof, at the option of the Lessor, such value 10 be based on the highest market price paid or offered for gas of comparable quality in the general area where
produced and when run, or the gross price paid or offered to the producer, whichever is greater provided that the maximum pressure base in measuring the gas under this lease contract shall not at
any time exceed 14.65 pounds per square inch absolute, and the standard base temperature shall be sixty (60) degrees Fahrenheit, correction to be made for pressure according to Boyle's Law,
and for specific gravity according to test made by the Balance Method or by the most approved method of testing being used by the industry at the time of testing.




(C) PROCESSED GAS: As a royalty on any gas processed in a gasoline plant or other plant for the recovery of gasoline or other liquid hydrocarbons, 1/4 part of the residue gas and the
liquid hydrocarbons extracted or the market value thereof, at the option of the Lessor. All royalties due herein shall'be based on one hundred percent (100%4) of the total plant production of residue
gas attributable to gas preduced from this lease, and on fifty percent (50%4) or that percent accruing to Lessee, whichever is the greater, of the total plant production of liquid hydrocarbons,
aftributable to the gas produced from this lease; provided that if liquid hydrocarbons are recovered from gas processed in a plant in which Lessee (or its parent, subsidiary or affiliate) owns an
interest, then the percentage applicable to liquid hydrocarbons shall be fifty percent (50%) or the highest percent accruing to a third party processing gas through such plant under a processing
agreement negotiated at arms® [ength (or if there is no such third party, the highest percent then being specified in processing agreements or contracts in the industry), whichever is the greater. The
respective royalties on residue gas and on liquid hydrocarbons shall be determined by 1) the highest market price paid or offered for any gas (or liquid hydrocarbons) of comparable quality in the
general area or 2) the gross price paid or offered for such residue gas (or the weighted average gross selling price for the respective grades of liquid hydrocarbons), whichever is the greater. In no
event, however, shall the royalties payable under this paragraph be less than the royalties which would have been due had the gas not been processed.

(D) OTHER PRODUCTS: As a royalty on carbon black, sulphur or any other products produced or manufactured from gas (excepting liquid hydrocarbons) whether said gas be
"casinghead,” "dry" or any other gas, by Factionating, burning or any other processing, 1/4 part of gross production of such products, or the market value thereof, at the option of Lessor, such
market value to be determined as follows:

(1) On the basis of the highest market price of each product, during the same month in which such product is produced, or
(2) On the basis of the average gross sale price of each product for the same month in which such products are produced; whichever is the greater.

(E) YARIABLE ROYALTY: (i) Subject to the other provisions of this lease, it is hereby provided that in the event production in paying quantities is established pursuant to the terms of
this lease and such production is brought on line and sales thereof are commenced within eighteen (18) months of the effective date hereof, the royalty rate provided herein shall be reduced to
20%, and shall apply to each subsequent wefl dritled and produced on the land covered by this lease. Provided that, if during such eighteen {18) month terrn during which Lessee may earn a
reduced royalty rate of 20% as herein provided, Lessee should drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lessee may receive a three (3) month
extension of the term in which to eam a reduced royalty rate by giving notice to the Commissioner of the General Land Office, commencing drilling operations on an additional well prior o the
cxpiration of such three (3) month period and prosecuting diligently and in good faith the drilling of such additional well and completing same so that production in paying quantities is established
and so that such production is brought on line and sales thereof are commenced prior to the expiration of such three (3} month extension period.

(ii) Inthe event production in paying quantities is established pursuant to the terms of this lease and such production is brought on line and sales thereof are commenced afler the expiration
of eighteen (18) months from the effective date hereof but prior to the expiration of twenty-four (24) months from the effective date hercof, the royalty rate provided herein shall be reduced to
22.5% and shall apply to each subsequent well drilled and produced on the land covered by this lease. Provided that, if during such six (5} month term during which Lessee may eam a reduced
royalty rate of 22.5% as herein provided, Lessee should drill in good faith and complete the first well as a dry hole on the land covered by this lease, Lessee tmay receive a three (3) month
extension of the term in which to earn a reduced royalty rate by giving notice to the Commissioner of the General Land Office, commencing drilling operations ¢n an additional well prior to the
expiration of such three (3) month period and prosecuting diligently and in good faith the drilling of such additional welt and completing satne so that production in paying quantities is established
and so that such production is brought on line and sales thereof are commenced prior to the expiration of such three (3) month extension period.

(F) NO DEDUCTIONS: Lessee agrees that all royalties accruing to Lessor under this lease shall be without deduction for the cost of producing, transporting, and otherwise making the ofl,
gas and other products produced hereunder ready for sale or use.

(G) ROYALTY IN KIND: Notwithstanding anything contained herein to the contrary, Lessor may, at its option, upon not less than 60 days notice to Lessce, require at any time or from
time o time that payment of all or any royaltes accruing to Lessor under this lease be made in kind without deduction for the cost of producing, gathering, storing, separating, treating,
dehydrating, compressing, processing, transporting and otherwise making the oil, gas and other produces produced hereunder ready for sale or use. Lessor's right to take its royalty in kind shall not
diminish or negate Lessor's rights or Lessee's obligations, whether express or inplied, under this lease.

(I} PLANT FUEL AND RECYCLED GAS: No royalty shall be payable on any gas as may represent this lezse’s proportionate share of any fuel used to process gas produced hereurder
in any processing plant. Notwithstanding anything contzined herein to the contrary, and subject to the consent in writing of the Commissioner of the General Land Office, Lessee may recycle gas
for gas lift puwrposes on the leased premises after the liquid hydrocarbens contained in the gas have been removed, and no royalties shall be payable on the gas so recycled until such time as the
same may thereafter be produced and sold or used by Lessee in such manner as to entitle Lessor to a royalty thereon under the royalty provisions of this lease.

(I} MINIMUM ROYALTY: During any year after the expiration of the primary term of this lease, if this lease is maintained by production, the royalties paid to Lessor in no event shail be
less than an amount equal to $5.00 per acre; otherwise, there shall be due and payable on or before the last day of the month succeeding the anniversary date of this lease a sum equal to $5.00 per
acre less the amowunt of royalties paid during the preceding year.

() MARGINAL PRODUCTION ROYALTY: Upon Lessee's written application, the School Land Board may reduce the royalty rate set out in this paragraph and/or the minimum
royalty set out in subparagraph 4 (1) to extend the economic life of this lease and encourage recovery of oil or gas that might otherwise remain unrecovered. Any such royalty reduction must
conform to the requirements of any School Land Board administrative rules on this subject. Royalty may not be reduced below the applicable statutory minimum.

5. ROYALTY PAYMENTS AND REPORTS: All royalties not taken in kind shall be paid to the Commissioner of the General Land Office at Austin, Texas, in the following manner:

Payment of royalty an production of oil and gas shall be as provided in the rules set forth in the Texas Register. Rules currently provide that royalty on oil is due and must be received in the
General Land Office on or before the 5th day of the second month succeeding the month of production, and royalty on gas is due and must be received in the General Land Otfice on or befors the
15th day of the second month succeeding the month of production, accompanied by the affidavit of the owner, manager or other authorized agent, completed in the form and manner prescribed by
the General Land Office and showing the gross amount and disposition of all ¢il and gas produced and the market value of the oil and gas, together with a copy of all decuments, records or reports
confirming the gross production, disposition and market value including gas meter readings, pipeline receipts, gas line receipts and other checks or memoranda of amount produced and put into
pipelines, tanks, or pools and gas lines or gas storage, and any other reports or records which the General Land Office may require to verify the gross production, disposition and market value. In
all cases (he authority of a manager or agent to act for the Lessee herein must be filed in the General Land Office. Each royalty payment shall be accompanied by & check stub, schedule, summary
or other remittance advice showing by the assigned General Land Office lease number the amount of royalty being paid on each lease. If Lessee pays his royalty on or before thirty (30) days after
the royalty payment was due, then Lessee owes a penalty of 5% on the royalty or $25.00, whichever is greater. A royalty payment which is over thirty (30) days late shall accrue a penalty of 10%
of the royalty due or $25.00 whichever is greater. In addition to a penalty, royalties shall accrue interest at a rate of 12% per year; such interest will begin accruing when the royalty is sixty {60)
days overdue. Affidavits and supporting documents which are aot filed when due shall incur a penalty in an amount set by the General Land Office administrative rule which is effective on the
date when the affidavits or supporting documents were due. The Lessee shall bear all responsibility for paying or causing royalties to be paid as prescribed by the due date provided herein
Payment of the delinquency penalty shall in no way operate to prohibit the State’s right of forfeiture as provided by law por act to postpone the date on which royalties were originally due. The
above penalty provisions shall not apply in cases of title dispute as to the State's portion of the royalty or to that portion of the royalty in dispute as to fair market value.

&. (A) RESERYES, CONTRACTS AND OTHER RECORDS: Lessee shall annually furnish the Commissioner of the General Land Office with its best possible estimate of oil and gas
reserves underlying this lease or allocable to this lease and shall firnish said Commissioner with copies of all contracts under which gas is sold or processed and all subsequent egreements and
amendmients to such contracts within thirty (30) days after entering into or making such contracts, agreements or amendments. Such contracts and agreements when received by the General Land
Office shall be held in confidence by the General Land Office unless otherwise authorized by Lessee. All other contracts and records pertaining to the production, transportation, sale and
marketing of the oil and gas produced on said premises, including the books and accounts, receipts and discharges of all wells, tanks, pools, meters, and pipelines shall at all times be subject to
inspection and examination by the Commissioner of the General Land Office, the Attomney General, the Govemor, or the representative of any of them

{B) DRILLING RECORDS: Written notice of all operations on this lease shall be submitted to the Commissioner of the General Land Office by Lessee or operator five (5) days before spud
date, workover, re-entry, temporary abandonment or plug and abandonment of any well or wells. Such written notice to the General Land Office shall include ¢opies of Railroad Commission
forms for application to drll. Copies of well tests, conpletion reponts and plugging reports shall be supplied to the General Land Office at the time they are fled with the Texas Railroad
Commission. Lessee shall supply the General Land Office with any records, memaranda, accounts, reports, cuttings and cores, or other information relative to the operation of the above-described
premises, which may be requested by the General Land Office, in addition to those herein expressly provided for. Lessee shall have an electrical and/or radioactivity survey made on the bore-hole
section, from the base of the surface ¢asing 1o the total depth of well, of all wells drilled on the above described premises and shall transimit a true copy of the log of each survey on each well 10 the
General Land Office within fifleen (15) days after the making of said survey.




(C) PENALTIES: Lessee shall incur a penalty whenever reports, documents or other materials are not filed in the General Land Office when due. The penalty for late filing shall be set by
the General Land Office administrative rule which is effective on the date when the materials were due in the General Land Office.

7. RETAINED ACREAGE: Notwithstanding any provision of this lease to the contrary, after a well producing or capable of producing oil or gas has been completed on the leased premises,
Lessee shall exercise the diligence of a reasonably prudent operator in drilling such additional well or wells as may be reasonably necessary for the proper development of the leased premises and
in marketing the production thereon.

(A) VERTICAL: In the event this lease is in force and effect two (2) years after the expiration date of the primary or extended term it shall then terminate as to all of the leased premises,
EXCEPT (1) 40 acres surrounding each oil well capable of producing in paying quantities and 320 acres swrrounding cach gas well capable of producing in paying quantities (including a shut-in
oil or gas well as provided in Paragraph 11 hereof), or a well upon which Lessee is then engaged in continuous drilling or reworking operations, or (2) the number of acres included in a producing
pooled unit pursuant to Natural Resources Code Sections 52.151-52,153, or (3) such greater or lesser number of acres as may then be allocated for production purposes 1o a proration unit for each
such producing well under the rules and regulations of the Railroad Commission of Texas, or any successor agency, or other governmental authority having jurisdiction. Within 90 days of a
partial termination of this lease in accordance with this subparagraph and upon payment of the minimum filing fee set by General Land Office rules in effect at the time of the partial termination,
Lessee shall have the right to obtain a surface lease for ingress and egress on and across the terminated portion of the leased premises as tnay be reasonably necessary for the continued operation of
the portions of the lease remaining in force and effect. If Lessee fails to apply for a surface lease within the 90 day period specified above, Lessee may apply for a surfice lease from the Land
Office, but the Land Commissioner has the discretion to grant or deny such application and to set the fee for such surface lease.

(B) HORIZONTAL: Inlhlmmlt:i.liuuil'ml’mcelndeﬂ'ec!M(Z)yunmcnh:expindmdiuufﬂ:wwmrywenmd:dmill.hnllﬁrllurnemimuumllldcpdub:low 100
feet below the total depth drilled (hereinafter "deeper depths™) in each well located on acreage retained in Paragraph 7 (A) above, unless on or before two (2) years after the primary or extended
term Lessee pays an amount equal to one-half (1/2) of the bonus originally paid as consideration for this lease (as specified on page | hereof). If such amount is paid, this lease shall be in force
and effect as to such deeper depths, and said termination shall be delayed for an additional period of two (2) years and so long thereafter as oil or gas is produced in paying quantities from such
deeper depths covered by this lease.

(C) IDENTIFICATION AND FILING: The surface acreage retained hereunder as to each well shall, as nearly as practical, be in the form of a square with the well located in the center
thereof, or such other shape as may be approved by the School Land Board. Within thirty (30) days after partial termination of this lease as provided herein, Lessee shall execute and record &
release or releases containing a satisfactory legal description of the acreage and/or depths not retained hereunder. The recorded release, or a certified copy of same, shall be filed in the General
Land Office, accompanied by the filing foe prescribed by the General Land Office rules in effect on the date the releasc is filed. If Lessee fails or refuses to execute and record such release or
releases within ninety (90) days after being requested to do so by the General Land Office, then the Commissioner at his sole discretion may designate by written instrument the acreage and/or
depths to be released hereunder and record such instrument at Lessee's expense in the county or counties where the lease is located and in the official records of the General Land Office and such
designation shall be binding upon Lessee for all purposes. If at any time afler the effective date of the partial termination provisions hereof, the applicable field rules are changed or the well or
wells located thereon are reclassified so that less acreage is thereafter allocated to said well or wells for production purposes, this lease shall thereupon terminate as 1o all acreage not thereafter
allocated to said well or wells for production purposes.

8. OFFSET WELLS: If oil and/or gas should be produced in commercial quantities from a well located on land privately owned or on State land leased at a lesser royalty, which well is within
one thousand (1,000) feet of the arca included herein, or which well is draining the area covered by this lease, the Lessee shall, within sixty (60) days after such initial production from the draining
well or the well located within one thousand (1,000) feet from the area covered by this lease begin in good faith and prosecute diligently the drilling of an offset well on the area covered by this
lease, and such offset well shall be drilled to such depth as may be necessary to prevent the undue drainage of the area covered by this lease, and the Lessee, manager or driller shall use all means
necessary in a good faith effort to make such offset well produce oil and/or gas in commercial quantities. Only upon the determination of the Commissioner and with his written approval, may the
payment of a compensatory royalty satisfy the obligation to drill an offset well or wells required under this Paragraph.

9. DRY HOLE/CESSATION OF PRODUCTION DURING PRIMARY TERM: If, during the primary term hereof and prior to discovery and production of oil or gas on said land, Lessee
should drill a dry hole or holes thereon, or if during the primary term hereof and after the discovery and actual production of oil or gas from the leased premises such production thereof should
cease from any cause, this lease shall not terminate if on or before the expiration of sixty (60) days from date of completion of said dry hole or cessation of production Lessee commences
additional drilling or reworking operations thereon, or pays or tenders the next annual delay rental in the same manner as provided in this lease. If, during the last year of the primary term or
within sixty (60) days prior thereto, & dry hole be completed and abandoned, or the production of oil or gas should cease for any cause, Lessee's rights shall remain in full force and effect without
further operations until the expiration of the primary termy, and if Lessee has not resumed production in paying quantities at the expiration of the primary term, Lessee may maintain this lease by
conducting additional drilling or reworking operations pursuant to Paragraph 10, using the expiration of the primary term as the date of cessation of production under Paragraph 10. Should the
first well or any subsequent well drilled on the above described land be completed as a shut-in oil or gas well within the primary term hereof, Lessec may resume payment of the annual rental in
the same manner as provided herein on or before the rental paying date following the expiration of sixty (60) days from the date of completion of such shut-in il or gas well and upon the failure to
make such payment, this lease shall ipso facto terminate. If at the expiration of the primary term or any time thereafler a shut-in oil or gas well is located on the leased premises payments may be
made in accordance with the shut-in provisions hereof.

10. CESSATION, DRILLING, AND REWORKING: If, after the expiration of the primary term, production of ol or gas from the leased premises, after once obtained, should cease from
any cause, this lease shall not terminate if Lessee commences additional drilling or reworking operations within sixty (60) days after such cessation, and this lease shall remain in full force and
effect for 50 long as such operations coutinue in good faith and in workmanlike manner without interruptions totaling more than sixty (60) days. If such drilling or reworking operations result in
the production of oil or gas, the lease shall remain in full force and effect for 50 long as oil or gas is produced from the leased premises in paying quantitics or payment of shut-in oil or gas well
royalties or payment of compensatory royalties is made as provided berein or as provided by law. If the drilling or reworking operations result in the completion of 3 well as a dry hole, the lease
will not terminate if the Lessee commences additional drilling or reworking operations within sixty (60) days after the completion of the well as a dry bole, and this lease shall remain in effect so
long as Lessee continues drilling or reworking operations in good faith and in a workmanlike manner without interruptions totaling more than sixty (60) days. Lessee shall give written notice to
the General Land Office within thirty (30) days of any cessation of production.

11. SHUT-IN ROYALTIES: For purposes of this paragraph, "well* means any well that has been assigned a well number by the state agency having jurisdiction over the production of oil
and gas. If at any time afler the expiration of the primary term of a lease that, until being shut in, was being maintained in force and effect, a well capable of producing oil or gas in paying
quantities is located on the leased premises, but oil or gas is not being produced for lack of suitable production facilities or lack of a suitable market, then Lessee may pay as a shut-in oil or gas
royalty an amount equal to $10.00 per acre, but not less than $1,200 a year for each well capable of producing oil or gas in paying quantitics. To be effective, each initial shut-in ol or gas royalty
must be paid an or before: (1) the expiration of the primary term, (2) 60 days after the Lessec ceases to produce oil or gas from the leased premises, or (3) 60 days afler Lessee completes a drilling
or reworking operation in accordance with the lease provisions; whichever date is latest. If the shut-in oil or gas royalty is paid, the lease shall be considered to be a producing lease and the
payment shall extend the term of the lease for a period of one year from the end of the primary term, or from the first day of the month following the month in which production ceased, and, after
that, if no suitable production facilities or suitable market for the oil or gas exists, Lessee may extend the lease for four more successive periods of one (1) year by paying the same amount cach
year on or before the expiration of each shut-in year.

12. COMPENSATORY ROYALTIES: If, during the period the lease is kept in effect by payment of the shut-in oil or gas royalty, oil or gas is sold and delivered in paying quantities from a
well located within one thousand (1,000) feet of the leased premises and completed in the same producing reservoir, or in any case in which drainage is occurring, the right to continue to maintain
the lease by paying the shut-in oil or gas royalty shall cease, but the lease shall remain effective for the remainder of the year for which the royalty has been paid. The Lessee may maintain the
lease for four more successive years by Lessee paying compensatory royalty at the royalty rate provided in the lease of the market value of production from the well causing the drainage or which
is completed in the same producing reservoir and within one thousand (1,000) feet of the leased premises. The compensatory royalty is to be paid monthly to the Commissioner beginning on or
before the last day of the month following the month in which the oil or gas is produced from the well causing the drainage or that is completed in the same producing reservoir and located within
one thousand (1,000) feet of the leased premises; if the comy y royalty paid in any 12-month period is in an amount less than the annual shut-in oil or gas royalty, Lessee shall pay an
amount equal to the difference within thirty (30) days from the end of the 12-month period; and none of these provisions will relieve Lessee of the obligation of reasonable development nor the
obﬁpﬁunmdrﬂlommwﬂaumﬂdoth.R.C.Secdnusz.ou;MW.nMWMMmcm.Mmmcmmmhpmor
mzmuymylhhmmmwﬁpﬂwuﬁllumuwm Compensatory royalty payments which are not timely paid will accrue penalty and interest in accordance with Paragraph §
of this lease.




13. EXTENSIONS: If, at the expirstion of the primary term of this lease, production of oil or gas has not been obtained on the leased premises but drilling operations are being conducted
thereon in good faith and in a good and werkmmanlike manner, Lessee may, on or before the expiration of the primary term, file in the General Land Office written application to the Commissioner
of the General Land Office for a thirty (30) day extension of this lease, accompanied by payment of Three Thousand Dollars ($3,000.00) if this lease covers six hundred forty (640} acres or less
and Six Thousand Dollars ($6,000.00) if this lease covers more than six hundred forty (640) acres and the Commissioner shall, in writing, extend this lease for a thirty (30) day period from and
after the expiration of the primary term and so long thereafier as oil or gas is produced in paying quantities; provided funther, that Lessee may, so long as such drilling operations are being
conducted make Like application and payment during any thirty (30) day extended period for an additional extension of thirty (30} days and, upon receipt of such application and payment, the
Cornmissioner shatl, in writing, again extend this lease so that same shall remain in force for such additional thirty (30) day period and so long thereaficr as oil or gas is produced in paying
quantities; provided, however, that this lease shall not be extended for more than a total of three hundred ninety (390) days from and after the expiration of the primary term usless preduction in
Ppaying quantities has been obtained.

14. USE OF WATER; SURFACE: Lessee shall have the right to use water produced on said land necessary for operations hereunder and solely upon the leased premises; provided, however,
Lessee ghall not use potable water or water suitable for livestock or irrigation purposes for water flood operations without the prior written consent of Lessor. Subject to its obligation to pay
surface damages, Lessee shall have the right to use so much of the surface of the land that may be reasonably necessary for drilling and operating wells and transporting and marketing the
production therefrom, such use to be conducted under conditions of least injury to the surface of the land. Lessee shall pay surface damages in an amount set by the General Land Office fee
schedule which is effective on the date when the activity requiring the payment of surface damages occurs.

15. POLLUTION: In developing this area, Lessee shall use the highest degree of care and all proper safeguards to prevent pollution. Without limiting the foregoing, pollution of coastal
wetlands, natural waterways, rivers and impounded water shall be prevented by the use of containment facilities sufficient to prevent spillage, seepage or ground water contamination. In the event
of pollution, Lessee shall use all means at its disposal to recapture all escaped hydrocarbons or other pollutant and shall be responsible for all darmage to public and private properties.

(A) UPLANDS: Lessee shall build and mmaintain fences around its slush, sump, and drainage pits and tank batteries so as to protect livestock against loss, damage or injury; and upon
completion or abandonment of any well or wells, Lessee shall fill and level all slush pits and cellars and completely clean up the drilling site of all rubbish thereon.

(B) SUBMERGED LANDS: No discharge of solid waste or garbage shall be allowed into State waters from any drilling or support vessels, production platform, ¢crew or supply beat,
barge, jack-up rig or other equipment located on the leased area. Solid waste shall include but shall not be limited to containers, equipment, rubbish, plastic, glass, and any other man-made non-
biodegradable items. A sign must be displayed in a high trafTic area on all vessels and manned platforms stating, "Discharge of any solid waste or garbage into State Waters from vessels or
platforms is strictly prohibited and may subject a State of Texas lease to forfeiture.” Such statement shall be in lettering of at Jeast 1” in size.

{C) RIVERS: To the extent necessary to prevent pollution, the provisions found in subsections (a) and (b) of this paragraph shall also apply to rivers and riverbeds.

(D) PENALTY: Failure to comply with the requirements of this provision may result in the maximum penalty allowed by law including forfeiture of the lease. Lessee shali be liable for the
daminges caused by such failure and any costs and expenses incurred in ¢leaning areas affected by the discharged waste.

16, IDENTIFICATION MARKERS: Lessce shall erecy, at a distance not to exceed twenty-five (25) feet from each well on the premises covered by this lease, a legible sign on which shall
be stated the name of the operator, the lease designation and the well number. Where two or more wells on the same lease or where wells on two or more leases are connected to the same tank
battery, whether by individual flow line connections direct to the tark or tanks or by use of a multiple header system, each line between each well and such tank or header shall be legibly identified
at all titnes, either by a firmly attached tag or plate or an ilentification properly painted on such line at a distance not to exceed three (3) feet from such tank or header connection. Said signs, tags,
plates or other identification markers shall be maintained in a legible condition throughout the term of this lease. ‘

17. ASSIGNMENTS: The lease may be transferred at any time; provided, however, that the Lability of the transferor to properly discharge its obligation under the lease, including properly
plugging sbandoned wells, removing platforms or pipelines, or remediation of contamination at drill sites shall pass to the transferce upon the prior written consent of the Commissioner of the
General Land Office. The Conunissioner may require the transferee to demonstrate financial responsibility and may require a bond or other security. All transfers must reference the lease by the
file number and must be recorded in the county where the area is located, and the recorded transfer or a copy certified to by the County Clerk of the county where the transfer is recorded must be
filed in the Genera! Land Office within ninety (90) days of the execution date, as provided by N.R.C. Section 52.026, accompanied by the filing fee prescribed by the General Land Office rules in
effect on the date of receipt by the General Land Office of such transfer or certified copy thersof. Every transferee shall succeed to all rights and be subject to all obligations, liabilitics, and
penalties owed to the State by the original lessee or any priar transferee of the lease, including any liabilities to the stats for unpaid royalties.

18, RELEASES: Lessee may relinguish the rights granted hereunder to the State at any time by recording the relinguishment in the county where this area is situated and filing the recorded
relinquishment or certified copy of same in the General Land Office within ninety (90) days after its execution accompanied by the filing fee prescribed by the General Land Office rules in effect
on the date of receipt by the General Land Office of such relinquishment or certified copy thereof. Such relinquishment will not have the effect of releasing Lessee from any liability theretofore
accrued in favor of the State.

19. LIEN: In accordance with N.R.C. Section 52.136, the State shall have a first lien upon all oil and gas produced from the area covered by this lease to secure payment of all unpaid royalty
and other sums of money that may become due under this lease. By acceptance of this lease, Lessee grants the State, in addition to the lien provided by N.R.C. Section 52.136 and any other
applicable statutory lien, an express contractual lien on and security interest in all leased minerals in and extracted from the leased premises, all proceeds which may accrue to Lessee from the sale
of such leased minerals, whether such proceeds are held by Lessee or by a third party, and all fixtures oo and irmprovements to the leased premises used in cormection with the production or
processing of such leased minerals in order to secure the payment of all reyalties or other amounts due or to become due under this lease and to secure payment of any damages or loss that Lessor
may suffer by reason of Lessee's breach of any covenant or condition of this lease, whether express or implied. This lien and security interest may be foreclosed with or without court proceedings
in the manner provided in the Title I, Chapter 9 of the Texas Business and Commerce Code. Lesses agrees that the Commissioner may require Lessee to execute and record such instruments as
may be reasonably necessary to acknowledge, attach or perfect this lien. Lessee hereby represents that there are no prior or superior liens arising from and relating to Lessee's activities upon the
above-described property or from Lessee's acquisition of this lease. Should the Commissioner at any time determine that this representation is not true, then the Commissioner may declare this
lease forfeited as provided berein.

20. FORFEITURE: If Lessee shall fail or refuse to make the payment of any sum within thirty (30) days after it becomes due, or if Lesses or an authorized agent should knowingly make any
false return or false report conceming production or drilling, or if Lessee shall fail or refuse to drill any offset well or wells in good faith as required by law and the rules and regulations adopted by
the Commissioner of the General Land Qffice, or if Lessee should fail to file reports in the manner required by law or fail to comply with rules and regulations promulgated by the General Land
Office, the School Land Board, or the Railroad Commission, or refuse the proper authority access to the records pertaining to operations, or if Lessee or an authorized agent should kmowingly fail
or refuse 1o give correct information to the proper authority, or knowingly fail or refuse to furnish the General Land Office a comect log of any well, or if Lessce shall knowingly violate any of the
rraterial provisions of this lease, or if this lease is assigned and the assignment is not filed in the General Land Office as required by law, the rights acquired under

this lease shall be subject to forfeiture by the Commissioner, and he shall forfeit same when sufficiently informed of the facts which authorize a forfeiture, and when forfeited the area shall again
be subject to lease to the highest bidder, under the same regulations eontrolling the original sale of leases. However, nothing herein shall be construed as waiving the automatic termination of this
lease by operation of law or by reason of any special limitation arising hereunder. Forfeitures may be set aside and this lease and all rights thereunder reinstated before the rights of another
intervene upon satisfactory evidence to the Commissioner of the General Land Office of future compliance with the provisions of the law and of this lease and the rules and regulations that may be
adopted relative hereto.

21. RIVERBED TRACTS: In the event this lease covers a riverbed, Lesses is hereby specifically granted the right of eminent domain and condermnation as provided for in N.R.C. Sections
52.092-52.093, as a part of the consideration moving to Lessor for the covenants herein made by Lessee.

22. APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lease shall be subject to all rules and regulations, and amendments thereto, promulgated by the Commissioner of the
General Land Office governing drilling and producing operations on Permanent Free School Land (specifically including any rules promulgated that relate to plans of operations), payment of
royalties, and auditing procedures, and shall be subject to all other valid statutes, rules, regulations, orders and ordinances that may affect operations under the provisions of this lease. Without
limiting the generality of the foregoing, Lessee hereby agrees, by the acceptance of this lease, 1o be bound by and subject to all statutory and regulatory provisions relating to the General Land
Office's audit billing notice and audit hearings procedures. Said provisions are currently found at 31 Texas Administrative Code, Chapter 4, and Texas Natural Resources Code Sections 52,135
and 52.137 through 52.140. In the event this lease covers land franchised or leased or otherwise used by a navigation district or by the United States for the purpose of navigation or other purpose
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incident to the operation of a port, then Lessee shall not be entitled to enter or possess such land without prior approval as provided under Section 61.117 of the Texas Water Code, but Lessee shall
be entitled to develop such land for oil and gas by directional drilling; provided, however, that no surface drilling location may be nearer than 660 feet and special permission from the
Commissioner of the General Land Office is necessary to make any surface location nearer than 2,160 feet measured at right angles from the nearest bulkhead line or from the nearest dredged
bottom edge of any channel, slip, or tuming basin which has been authorized by the United States as a federal project for future construction, whichever is nearer.

23. REMOVAL OF EQUIPMENT: Upon the termination of this lease for any cause, Lessee shall not, in any event, be permitted to remove Lhe casing or any part of the equipment from any
producing, dry, or abandoned well or wells without the written consent of the Commissioner of the General Land Office or his authorized representative; nor shall Lessee, without the written
consent of said Commissiener or his authorized representative remove from the leased premises the casing or any other equipment, material, machinery, appliances or property owned by Lessee
and used by Lessee in the development and production of oil or gas therefrom until all dry or abandoned wells have been plugged and until all slush or refuse pits have been properly filled and all
broken or discarded lumber, machinery, or debris shall have been removed from the premises to the satisfaction of the said Commissioner or his authorized representative.

24, FORCE MAJEURE: Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling operations thereon, or from producing oil
and/or gas therefrom, alter effort made in good faith, by reason of war, rebellion, riots, strikes, fires, acts of God or any order, rule or regulation of governmental authority, then while so prevented,
Lessee's obligation to comply with such covenant shall be suspended upon proper and satisfactory proof presented to the Commissioner of the General Land Office in support of Lessee’s
contention and Lessee shall not be liable for damages for failure to comply therewith {excepl in the event of lease operations suspended as provided in the rules and regulations adopted by the
School Land Board); and this lease shall be extended while and so long as Lessee is prevented, by any such cause, from drilling, reworking operations or producing oil and‘or gas from the leased
premises; provided, however, that nothing herein shali be constried 1o suspend the payment of rentals during the primary or extended term, nior to abridge Lessee's right 1o a suspension under any
applicable statute of this State.

25. LEASE SECURITY: Lessce shall take the highest degree of care and all proper safeguards to protect said premises and to prevent theft of oil, gas, and other hydrocarbons produced from
said lease. This includes, but is not limited to, the installation of all necessary equipment, seals, locks, or other appropriate protective devices on or at all access points at the lease's production,
gathering and storage systems where theft of hydrocarbons can occur. Lessee shall be liable for the loss of any hydrocarbons resulting from theft and shall pay the State of Texas royalties thereon
as provided herein on all oil, gas or other hydrocarbons lost by reason of theft.

26, REDUCTION OF PAYMENTS: I, during the primary term, a portion of the land covered by this lease is included within the boundaries of a pooled unit that has been approved by the
School Land Board in accordance with Natural Resources Code Sections 52.151-52.153, or if, st any time afier the expiration of the primary term or the ¢xtended term, this lease covers & lesser
number of acres than the total amount described herein, payments that are made on a per acre basis hereunder shall be reduced according to the number of acres pooled, released, surrendered, or
otherwise severed, so that payments determined on a per acre basig under the terms of this lease during the primary term shall be calculated based upon the number of acres outside the boundaries
of a pooled unit, or, if after the expiration of the primary term, the number of acres actually retained and covered by this lease.

17. SUCCESSORS AND ASSIGNS: The covenants, conditions and agreements contained herein shall extend to and be binding upon the heirs, executors, administrators, successors or
assigns of Lessce herein

28, ANTIQUITIES CODE: In the event that any feature of archeological or historical interest on Permanent Schoo! Fund Land is encountered during the activities authorized by this lease,
Lessee will immediately cease activities and will immediately notify the General Land Office (ATTN. Archacologist, Asset Management Division, 1700 N. Congress Ave., Austin, Texas 78701)
and the Texas Historical Commission (P.O. Box 12276, Austin, TX 78711) so that adequate measures may be undertaken to protect or recover such discoveries or findings, as appropriate. Lessee
is expressly placed on notice of the National Historical Preservation Act of 1966 (PB-89-66, 80 Statute 915; 16 U.S.C.A. 470) and the Antiquities Code of Texas, Chapter 191, Tex. Nat. Code
Ann. (Vernon 1993 & Supp. 1998). On state-owned land not dedicated to the Permanent School Fund, lessce shall notify the Texas Historical Commission before breaking ground at a project
location. An archacological survey might be required by the commission before construction of the project can commence. Further, in the event that any site, object, location, artifact or other
feature of archacclogical, scientific, educational, cultural or historic interest is encountered during the activities authorize by this lease, lessee will immediately notify lessor and the Texas
Historical Commission so that adequate measures may be undertaken to protect or recover such discoveries or findings, as appropriate.

19. VENUE: Lessor and lessee, including lessee's successors and assigns, hereby agree that venue for any dispute arising out of a provision of this lease, whether express or implied, reganding
interpretation of this lease, or relating in any way 1o this lease or lo applicable case law, statutes, or administrative rules, shall be in a court of competent jurisdiction located in Travis County, State
of Texas.

30. LEASE FILING: Pursuant to Chapler 9 of the Tex. Bus. & Com. Code,this lcase must be filed of record in the office of the County Clerk in any county in which all or any part of the
leased premises is located, and certified copies thereof must be filed in the General Land Office. The prescribed filing fee shall accompany the certified copies sent to the General Land Office.



31. EXECUTION Thi u‘End J lease must be signed and acknowledged by the Lessee before it is filed of record in the county records and in the General Land Office of the State of Texas.
o
wn
|
E LESSEE
‘ N ©
Y
S O
_G_: §: TITLE:
Q o
= 96 DATE:
N =
—
3]
(a9
!-wav EREOF, witness the signature of the Commissioner of the General Land Office of the State of Texas under the seal of the General Land Office.
.
": ]
_g ‘!-U‘ o COMMISSIONER OF THE GENERAL LAND OFFICE
i a e OF THE STATE OF TEXAS
APPROVED
Contents
Legal
bc —
Exec
STATE OF (CORPORATION ACKNOWLEDGMENT)
COUNTY OF
BEFORE ME, the undersigned autharity, on this day p lly appeared
known to me to be the person whose name is subscribed o the foregoing instrument, as of

and acknowledged to me that he executed the same

for the purposes and consideration therein expressed, in the capacity stated, and as the act and deed of said corporation.

Given under my hand and seal of office this the day of , 20
Notary Public in and for
STATE OF (INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF

Before me, the undersigned authority, on this day personally appeared

known to me to be the persons whose names are subscribed to the foregoing instrument, and acknowledged to me that they executed the
same for the purposes and consideration therein expressed.

Given under my hand and seal of office this the day of .20

Notary Public in and for




TEXAS

GENERAL LAND OFFICE

JERRY PATTERSON, COMMISSIONER

August 19, 2005

Mr. William A. Chalfant
Chalfant Properties, Inc.
P.O. Box 3123

Midland, Texas 79702-3123

Dear Mr. Chalfant:

Thank you for participating in the General Land Office Oil and Gas Lease Sale held on July
19, 2005. | am pleased to inform you that Chalfant Properties, Inc. was the high bidder on
MGL. No. 52, which has been assigned the lease number M-105332.

The lease agreement for State Lease M-105332 is enclosed and will serve as your receipt
for the amount of your bid. This lease form must be signed and acknowledged by the
lessee, and then recorded in the County Clerk's office of the county or counties in which
lands covered by the lease are located. After signing and recording the lease, please
submit a certified copy of the recorded lease to the attention of the undersigned. These
requirements are material provisions of the lease; therefore, please return the certified
copy at your earliest convenience.

The lessee's other contractual and statutory responsibilities are outlined in the lease
agreement, such as Section 6(B), which requires operators to submit written notice of all
drilling, production, and related activities. When lessees file specific forms with the Texas
Railroad Commission, they are required to submit copies of these forms to the General
Land Office. Examples of these forms are: W-1, Application to Drill, Deepen, or Plug Back;
W-2, Oil Well Potential Test, Completion or Recompletion Report and Log; W-3, Plugging
Record; G -1, Gas Well Back Pressure Test, Completion/ Recompletion Report and Log;
G-5, Gas Well Classification Report; G-10, Gas Well Status Report; W-10, Oil Well Status
Report; W-12, Inclination Report; Electric Logs; Directional Surveys.

Please let me know if you have any questions or need any additional information.
Sincerely,

Roberf B. Hatter, Director

Mineral Leasing Division



File No/ﬁb@ p5 372

Date Filed:

Jerry E. Pat n, Commissioner

By



ook 7132 met 166

FILE# 4225

Lesse Form

s qye State of Tey,

Qugtin, Texas

OIL AND GAS LEASE
NO. M-105332
wnmmwmrmummcwmmnms $1, and Chapter 32, Subchapters A-D and H, (said Code being hereinafter referred to as N.R.C.), and subject 10 all
rules and igated by the C T of the General Land Office and/or the School Land Board pursuant thereto, and all other applicable statutes and amendments 1o said

N.RC, MMmh-u

SECTION 20, BLOCK 57, TOWNSHIF 038, T. & P. RY. CO. SURVEY, REEVES COUNTY, TEXAS, CONTAINING APPROXIMATELY 640 ACRES, AS SHOWN ON THE
OFFICIAL MAP OF REEVES COUNTY, TEXAS NOW ON FILE IN THE TEXAS GENERAL LAND OFFICE, AUSTIN, TEXAS,

was, after being duly advertised, offered for lease on the 19 day of July, 2008, st 1000 o'clock s.m., by the Commissioner of (he General Land Office of the State of Texas and the School Land
Board of the State of Texas, for the sole and only purpose of prospecting and drilling for, and producing oil and‘or gas that may be found and produced from the sbove described area, and

WHEREAS, after all bids and remi which were ived up 10 said time have been duly considered by the Commnissioner of the General Land Office and the School Land Board at &
regular meeting thereof in the General Land Office, on the 19™ day of July, 2005, hereinafier the "ellective date” and it was found and determined that CHALFANT PROPERTIES, INC.
whose address is P.O. BOX 3123, MIDLAND, TEXAS 79702-312) had offered the highest and best bid for & lease of the area above described and is, therefore, entited 10 receive o lease
thereon.

NOW, THEREFORE, |, Jerry E. Patterson, Commissioner of the General Land Office of the State of Tenas, bereinafier sometimes referred 1o as “Lessor,” whose sddress is Awtin, Texas, by

virtue of the authority vested in me and in considerath d‘h, by the A g Lessee, the sum of Four Hundred One Thoussnd Two Hundred Eighty Asd 007100
Dollars (3401,280.00), receipt of which is hereby ack d and of the It i nd ined sod bereby agreed 0 be paid, ohserved and performed by
Lessee, do hereby demise, mhm.th-hm d bidder the exch right to prospect for, produce and take ofl and/or gas from the aforessid sres upon the following

terms and conditions, to-wit:

|. RESERVATION: There is hereby excepted and reserved 1o Lessar the full use of the property covered hereby and all rights wath tespect to the surface and subsurface thersof for any and

dmwmwﬂuhmmmwmwm-muwuwm-uumwuuuawmhm-r
ploring for and producing the mi which are not covered, or which may nof be covered in the future, under the terms of this lease, bul which may be located within the surface boundaries
n‘hh—d-u All of the rights in and 1o the leased premises retained by Lessor and all of the rights in snd 10 the leased premises granted 10 Lessee herwin shall be exercised in such & sunner
that neither shall unduly interfere with the operations of the other

1. TERM: Subject to the other provisions hersol, this lease shall be for & term of five (5) years from the effective date harrof (hevein called “primary term”™) and 13 long thereafier a5 oil or
§2 is produced in paying quantities from said area.

3. DELAY RENTALS: [fno well is commenced on the land hereby leased on or before the snniversary date of this lease, this lease shall terminate as 10 both parties usless the Lessee on or
w-wumﬂyumubcwduﬂmmoﬂudhmutmuMTmhu-wM-thhﬂ:-hﬁ-‘hyh

number of acres in the premises, which shall operaie a3 a rental and cover the privilege of deferring the of » well for twelve (11) months from said date. In like manner and upon
payments of tenders of amounts set oul in the MMhmdanth&!ﬂdhnmmo{Muﬂmdm
Aaniverian Dals Delay Bsntal pst Acrx
Firmt $ 5.00
Second 3 So0
Third $24.00
Fourth $25.00

4. PRODUCTION ROYALTIES: Subject 1o the provisions for royalty reductions set out in subparagraph (E) of this psragraph 4, upon production of oil and/or gas, the Lessee agrees o pay
or cause (o be paid 1o the Commissioner of the General Land Office in Austin, Texas, for the use and benefit of the State of Texas, during the term hereof.

A) OIL: Allmr-.leynnui!.-tNthIlhMummMMMdhlwmth-dhtﬂMllvnnllmu,m and other liquid
recovered from oll or gas run through & or other provided, 1/4 part of the gross production or the market value thereol, af the option of the
anmmnhwmI;ummmmmum.Maﬂhmmmummmmm of & like type and
gravity in the general area where produced and when run, or 2) the highest market price thersof offered or paid io the general ares where produced and when run, or 1) the gross proceeds of the
sale thereof, whichever is the greater. Lmnwﬂuhhmmpwﬁwdhnﬁ-hﬂmbyhdunﬂ.nﬂummhnmkwﬂhmhﬂmuh-nrﬂmﬂn
dequate oil and gas sep of | type or other equipment st least a3 efficient 1o the end that all liquid hydrocarbons recoverable from the gas by such means will be recovered. Upon
mwdl-m.lhmMMnhmManwﬁ-muyhmdwmmﬂmummbyl.m

(B) NON-PROCESSED GAS  As a royalty on any gas {including flared gaa), which is defined as all hydrocarbons and gaseous substances not defined a3 oil in subparsgraph (A) above,
produced from any well on said land (except a3 provided herein with respect  gas processed in » plant for the extraction of gasoline, liquid hydrocarbons or other products) 14 part of the gross
production or the market value thereof, at the option of the Lessor, mhuhbhhﬂuhwmmﬂwoﬁmh—dm@-ﬁyhhwdmm
produced and when run, or the gross price paid or offered 1o the produ hever is greater pr d that the pressure base in measuring the gas under this lease contract shall not sl
any time exceed 14.65 pounds per square inch sbsolute, and the standard base shall be sixty (60) degrees Fahrenheit, correction to be made for pressure sccording w0 Boyle's Law,
udhM&mﬂymuuMw&mw«h&ww-ﬂd-ﬁ“—dhhmuhhﬂm

True and Correct
copy of
Original filed in

Reeves County
Clorkse ™




‘ BoOK 712 ok 167

{C) PROCESSED GAS: As u royalty on sny gas processed in » gasoline plant of other plant for the recovery of gasoline or other liquid hydrocarbons, /4 pant of ihe residue gas and the
liquid hydrocarbons extracted or the market value theres!, st the option of the Lessor. All royalties due hevein shall be based on one hundred percent {100%) of the wial plant production of residue

pMu--ﬁdhﬁ_ﬂnﬂy”(!ﬂ)uh”m-_thlhnlhln’u-ldhu.lﬂ-n dy of lqusd hydrocarb
Mhhp”hﬂu—: d f N by d from gas d in a plant i which Lessee (or i parest, subnidiary or affiliste) owns an
interest, then the p Ihu'l‘* th Mumunu(muhw”mn-mmn—qu“mﬂaw
m-ﬂlu-—'h‘(uﬁ“hu-ﬂmm he hughest pervent tuen being specified in or in the industry), whichever is the greater. The
respective royalties on residue gas and on bigud hy shall be determis ‘hl)hlﬂ-ﬁ-ﬁﬂu“hwut-hum; conparable quality mn the
general srea or 1) the gross price paid of offered for such residue gas (or the weighted sverage gross selling price for the respective grades of liquid hydrocarbom), whichever i the greater. In ao
event, however, shall the royalties payable under tus paragraph be less than the royalties which would have been dus had the gas not been processed.

(D) OTHER PRODUCTS: As » royalty on carbon black, sulphur or any other products produced or fa ung laquid ) whether said gas be
-m-pu."w'w-yn-.-.nmmwm*mmmdmmun-m«mmmm&-uwo{wm
market value o be determined as follows:

(1) On the basis of the highest market price of esch product dunag the wme mouth m which such product is produced, or

{2) On the basss of the sverage gross sale price of each product for the same month in which such p e p huch 1 the pester

(E) VARIABLE ROYALTY! (i) Subject o the other provisions of this lease, i is heseby provided that ia the event production in paying § W lished o the v of

Ihnh--l-dm-huﬂ-hl-l-hlnf—_—l-ﬂd*-(ll)—dhmﬁ-uhmmwwuhwn
20%, and shall apply w© cach subsequent well drilled and produced os the land covered by this lease.  Provided tat, if during such sighteen (18) month term dunng which Lessce oy cam &
umuum-.—-wumm-mnu*-hm--mm-uumnﬂm Lm—,mdunﬁn(lj-un

extension of the term in which w eam s reduced royalty rats by giving notice 1o the Commisnoner of the General Land Office, g drilling operations on an sdditional wel prior 1o the
expination of such three (3) month period and prosecuting diligently and in good faith the drilling of such sdditional well snd complet _unushl, n paying ']
and 50 that such production is brought on line snd sales thereof are d pnor 10 the expiration of such three (1) month exlension penod.

(il) In the event prod n lished 10 the termma of this lease and such production 1 brought on line snd sales thereol are conunenced afer the

paying ¢
am(llgmmumuwumuumumumymmumumummmuﬁmh_ﬂ-
22.5% and shail apply 0 each subsequent well drilled and produced on the land covered by this lease. Provided that, o during such six (6) month term during which Lesses may sam o reduced
mmdm%nnw&t”ﬂﬁﬂhm“ﬂmﬁ-hkuﬂnnh&-hhﬂm-ﬂhhhn.hvnmm;hm-ﬂ

exiension of the term in which 10 exm a reduced royalty rate by giving notice 1o the Commissioner of the Geseral Land Office, g drilling operations on so sdd | well prior 0 the
Mﬁﬁhti)m‘uﬂﬂmwbdhpdﬂﬂhﬂh.duhﬂln!nll-lmmNMMhMMHm
and 5o that such production is brought on line and sales thereof are d prior 1o the jon of such three (1) month extension period.

(F) NO DEDUCTIONS: Lessee agrees that all royalties sceruing 1o Lessor under this lease shall be withowt ded for the cost of producing, wansporung, and makung the oil,

8 and other products produced hereunder ready for sale or use.

(G) ROYALTY IN KIND: mmﬁ.mﬁlhﬁbnmMmun“wmuhum-ﬁuh—mumm-h

uuul-hnmofﬁummmnm-ﬁﬂm&-ﬁhmm“hﬁmd 4 oring. tresting.

wnd oth making the oil, gas and p d hereunder ready for sale or use. Lessor's right 10 ke its royalty in kind shall not
mm*m:ﬁhul—\mn‘-mu-ﬂuﬁlﬁh

(H) PLANT FUEL AND RECYCLED GAS: No royalty shall be payable on suy gas as iy rep s lease's prop shase of any fusl wsed 10 process gas produced hereunder

same may thereafier be produced and sold or wsed by Lessee in such manner as W entitle Lessor 1 a royalty thereon ander the royalty proviswons of

() MINIMUM ROYALTY: During any year afler the expiration of the primary term of this lease, if thas lease is mainflined by prod yoltics paid 1o Lessor in no event shall be
mm-—-q-lnlm'wu:mmmhhﬂm--m.umd--ﬂmhm-d.nhmn—l-ln“nw
acre less the smount of royaities paid dunng the precoding year

(J) MARGINAL PRODUCTION ROYALTY: Upon Leasee's writien application, the School Land Bosrd may reduce the royalty rte set out in this paragraph and/or the minimum
royalty set out in subparagraph 4 (1) to exiend the economic life of this lease sod encourage recuvery of oil or gas tat might otherwise remmin wnrecovered.  Asry such royalty reduction mst
conform 10 the requirements of any School Land Board administrative nies oo tis subject Royalty may not be reduced below the applicable satutory muninmm

5. ROYALTY PAYMENTS AND REPORTS: All roysitics not taken in kind shall be paid 1 the Commssioner of the General Land Office ot Awstin, Texas, in the following muaner.
Payment of royalty oa production of oil and gas shall be as provided in the rules sel forth in the Teaas Reguter. Rules currently provide that royalty on oil is due and must be reoeived in the
| Cieneral Land Office on of before the Sth day of the secomd month sscceeding the mouth of production, and royalty on gas s due and must be recesved in ihe Genenal Laad Office on or belfose e
151 day of the second moath swoeeding the month of production, sccommpansed by the sffidavit of the owner, rueager of other suthoriaed agent, conpleted @ the form sad manner prescribed by
the General Land Office and showing the gross smount sod disposition of all oil and gas produced and the market value of the oll sud gas. logether with a copy of sll documents. reourds or reports
fiming the gross prods disp and market value inchuding gas meter readings, pipeline receipt, gas lioe receipt and other checks or memoranda of smoust produced 1od put wito
pipelioes, tanks, or pools and gas lines or gas storage, sod say other reports of records which the General Land Office may require W verify the groas production, disposition snd masket value s
all cases the suthority of & manager of agent © <t fof the Lesser berews must be filed in the General Land Office. Each royalty payment shall be sccompanied by s check stub, schedule. summary
| or other advice showing by the assigned General Land Office lease mumber the amount of royalty being paid on each lease. If Lessee pays hus royalty on or before thirty (30) days afler
‘ the royalty paymest was due, then Lenser owes & penalty of $% on the royalty or $25.00, whichever is grester. A royalty payment which is over thirty (30) days late shall scerue » pesakty of 10%

of the royalty due or $25.00 whichever is grester. In sddition 10 a penalty, royalties shall sccrue interest at & rate of 12% per year; such interest will begin scoruing when the royalty i siaty (60)
days overdue  Affidavits and supporting documents which are not flled when due shall incur & peralty i an smount set by the Genersl Land Office adaunistrative rule which is elfective on e
daie when the affidsvits or supporting documents were due The Lessee shall bear all responsibdity for paying of causing royalties to be paid as prescribed by the due date provided beremn.
Payment of the delinquency penalty shall in no way operate W prohibit the Statr's nght of forfesure a provided by law por sct © postpone the date on which royslties were onguuily due  The
sbove pemalty provisions shall sot apply in cases of tithe dispute a3 10 the State’s portion of the royalty of 10 Ut porton of the royalty in dispule as © fair market value

& (A) RESERVES, CONTRACTS AND OTHER RECORDS: Lesses shall Ity Rarniish e Commuass ﬂhmun‘cnw-'hb-lpdh_dd-d—
um%&“w“hhhﬁﬂﬂﬂﬁmﬂ*dde—n-h-&tphnuu and all
anendments 10 such contracts within thirty (30) days afier eniering isto of making such Swb wnd agr uhn ' ‘hhd-lhﬂ
wuuwumuho—uummm“u_ Alut- and records
\ marketing of the ofl and gas produced on said premi hhﬁdmuﬁ.ﬂh&-ﬂduﬁmm&“dpﬂnﬂudhhwh
and ination by the C: ree th—IILdMI.h‘ General, the G of the rep of any of them.

date, plug and sband: of any well or wells. Such writien notice 10 ihe General Land Office shall include copies of Railroad Commission
lhlnhwhhh&ﬂl Cﬂ-dﬂnwﬂ-mﬂ”mﬂh“nnmwoﬂushl-.lrmﬁdvl“l'l'uum
Commission. Lessee shall supply the Genersl Land Office with any records, memoranda, accounts, reports, cultings and cores, of other information relative o the tion of the sbove-described
premises, which may be requested by the General Land Office, in addition to those hervin expressly provided for. Lessee shall have an electrical and/or radiosctivity survey made on the bore-bole
section, from the base of the surface casing to the wal depth of well, of all wells drilled on the sbove described premises and shall wansmil o tue copy of e log of each yrvey on cach well to the
Ceneral Land Office within fifteen (15) days sfler the making of said survey.

\ n) nmmm w_wanw——u—uuuuuucmduummnumnmhumnumw
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IC) PENALTIES: Lessor shall incur 3 penalty whx reports, & of other are pot filed in te General Land Office when due. The penalty for late filing shall be set by
the General Land Office administrative rule which is effective on the date when the materials were due in the General Land Office.

7. RETAINED ACREAGE: Nwmwmn!&bMbhm.ﬂnﬂwdﬂ[wuqﬂdmwwpmh-awbuumhﬂm
mmmhﬂwurlwmwhﬁl&mhmm«nlhu-yhmuﬂhwhmm; I of the leased p and
in marketing the production thereon. |

(A) VERTICAL: In the event this lease is in force and effect two (2) years after the expiration date of the primary of extended torm it shall then terminate as to all of the leased premises, |
Excmmlnmumudhguﬂdl\vollmuwhmwﬂ)mmMnﬂpMup&«MHurh'mthmawn
oil or gas well as provided in Paragraph 11 hereof), or & well upon which Lessee is then engaged in i drilling or rki 1 wﬂ)hr-ﬁnﬂm—“hlm

pooled unit p to Natural R Code Sect SLIH-n.ls!.wmnur—hwll-'-b-dmuuym;-"‘ d for prody purposes 1o 4 p unit for each
mm-ﬂ-ﬁh*dwthMdmemmw.umthﬂum Within 90 days of &
partial terminstion of this lease in d with this subp: h and upon pay of the filing fee sot by Genernl Land Office rules in effect al the time of the partial iermination,

l.thwhddu-anﬁnI-Irbp;u&ﬁwuémhmwduwm-uyhthhmdnﬂ—ﬂ
the portions of the lease remaining in force and effect. If Lexsee fuils 10 apply for a surface lease within the 90 day period specified above, Lesses may apply for & surfuce lease from the Land
Office, but the Land Commissioner has the discretion 1o grant or deny such application and 10 set the fee for such surface lease.

(B) HORIZONTAL: luﬂumlﬁhnhhhwnu&ammmm&mhdhmwmnhﬂmm-hﬂhﬁmIw
mmnmmﬂumnu-mmhmﬂhnu-wmumvmm unless on or before two (1) years after the primary or extended
mm-ppum-nnwnmuumm-u-munmmmunihnon If such ammount is peid, this lease shall be in force |
Nlﬂﬂnhsdhp.m-i“mmlhdﬂlyﬂﬁrnlﬂ‘lﬂh‘dwmmdnhqh-huﬂamhmdhphq_ﬂuhﬁuh |
deeper depths covered by this lease. . |

|
|

IC}IDIN'!'I!’ICAWMDM&m-hmmm-bdﬂﬂumumthihhe!nm-&ﬁ-ﬁ“hum
thereof, or such other shape as may be approved by the School Land Board. Within thirty (30) days after partial terminstion of this lease as provided herein, Leasee shall execute snd record &
release o releases i o atishy legal descrips ﬂ&mmlﬁ-ﬂlﬂhﬂ.mmuduunu&nnwdmﬂh&dhhm
Land Office, sccompanied by the filing fee prescribed by the General Land Office rules in effect on the daie the release is filed If Lessee fails or refuses W execuie and record such release or
releases within ninety (90) days after being requested 1o do 50 by the Oeneral Land Office, then the C ot his sole di may designate by written the screage and/or
m»hmm-ﬂmumumw—hnm-uﬁumhuimuhnﬂmaummoﬁnﬁ
designation shall be binding upon Lessee for all purposes. Mlmhwﬁmﬁdhpﬂmdeh#Mfﬁnwuhwﬂu
wlbﬂdtﬂunmhﬂhﬂumumhﬁ-hnhmﬂnﬂﬂa-ﬁhnkhm“h—ﬂ&wm-uumum
allocated 1o said well or wells for production purposes.

& OFFSET WELLS: If oil and/or gas should be produced in 1al quantity from a well located on land privately owned of on State land leased at & lesser royalty, which well is within
mm(lmhd‘hﬂwnuwﬁﬂhﬁhhmmhhhﬁi‘-ﬂ“mmtmhnnﬁrﬂwwhu“
\nlutvwlhuﬂ-lﬁaumu.om)hm&nmhﬂHhﬁhwﬂ“ﬂmmmtﬁd-d&nﬂluhnﬂdhﬁ
Iln-.udmhoﬁu-clMhmb-ﬂmnmhmumh*ﬂpdhmmwﬁuudhtm.-a-utﬂhm-d--
necessary in 8 good faith effort o make such offser well produce oil and/or gas in commercial quantities. Caly upon the d u of the Commissioner and with his writien approval, may the
payment of s compensatory royalty satisfy the obligation to drill an offset well or wells required under this Paragraph.

o.nnvnomnuﬂornowcnmbmmmvmu:umummwmwum-ﬂmdnwp--ﬂmu—u

anhh\l-hnluhmu.airhh.hpﬁymhﬂdﬂhhqdmﬂw%ddwphhummmwu

cease from any cause, this lease shall not terminate if on or before the expiration of sixty (60) days frum date of completion of said dry hole or of production Lessee

mtﬂhwu-wtuwh-tﬂ-mmmwhdmhuu—-lmuﬂlihmmnmhmhﬁ I, during the last year of the primary torm or

within sixty (60) days prior thereto, & dry hole be completed and aband or the production of oil or gas should cease for any cause, Lessee’s rights shall remain in full force and effect without

M.-rmunu-ulhWarummuwmmummim«Muhmdhm“I.-nynnhnilﬂilnnh
additional hon of

make such payment, this lease shall ipso facto terminate. lfuhwhﬂnnfhphnnmwmhmm-mdlum-lhhmuuhhﬂp-_pm-yh
made in accordance with the shut-in provisions hereof.

10. manon.mt.l.mc.mlmwasuhhwﬂupm“mumwmmummmmmmmm
any cause, this lease shall not " if Leases 'ﬂhumm-ﬁmnman-hmmnuuumummm
munm-mwmhﬂhb-ﬂh”wﬁmlulumhiny(lﬂ)hn If such drilling or reworking operations resull in
hmdduﬂhmﬂmhuMdﬁﬂhuh-dw—hmmhﬁ, ises in paying or of shut-in ofl or gas well
yalties or pay of conp Y roysities is made 43 provided herein or as provided by law. If the drilling or king operations result in the comph of s well as » dry bole, the lease
will not terminate if the Lesses &ditional drilling or king operations within sixty (60) days afier the completion of the well as 4 dry hole, and this lease shall rematn in effect 5o
IwguhmumuﬁmtﬁiuurmmhmﬂﬂhlM_mmmﬁmhﬁmtiO]hw Lessee shall give writien notice o
the General Land Office within thirty (30) days of any cessation of production.

11, SHUT-IN ROYALTIES: h-pu-puu-x&mw_qduuh—m-dmwumnymmwumdﬂ

m-l_-oﬂlhllﬂ.m’nxu.lnlmh-hll.ﬂlﬂmhmﬁ-ﬂﬂdmdu-hmw To be effective, each initial shut-in oil or gas royalty
uhnﬂuwkﬁr(l).uuﬂhdﬁmnmillhyuh&L-c—hpﬁndumlmhl-dp—n-mwm-hh-nu-hnm
or reworking operation in accordance with the lease provisions; whichever date is latest. Hh&-dupmiuﬂ.hhﬂﬂuwhhamwuh
Nr—nhlw-ihmn!mwmlwammhhuﬂdumemunhhynrhmﬂwiuh“hMm“-l.sh
M.#ntﬁ&mwlﬁw%mhhdupmh—-muﬂhuhhmmmﬂm(umhumt_mﬂ
year an or before the expiration of esch shut-in year.

12. COMPENSATORY ROYALTIES: It during the period the lease is kept in effect by payment of the shut-in oil or gas royalty, ol or gas is sold and deliversd in paying quastities from &
mlh:ud-ﬂhmh—-u.umhdﬂ““dﬂhhmnﬁ.mﬂ.uhmmbﬁtﬂ,i curring. the nght 10 continue (o maintai
hh-bymhh-hﬂlwpmhﬂﬂuhhﬂmmuhmdhmu-&khnﬂyhm”ﬂ The Lessee may maintain the
hluhlnrmmmhwpmmmuhmmpw&thhhncﬂhmnhdmmhMmuhh.--ma
nmhnmmmu-&umumuahmm mmmhuhpﬂmﬂyahmbeﬁhuu

befors the last day of the month following the month in which the oil or gas is produced from the well causing the drainage or tat is conp in the same producing our and located within
one thousand (1,000) feet of the leased premises; Hhmm;ﬂhqlmmhh-mhmumﬂ&haﬂuynm.h-uﬂpyu
mnﬂhbl&mﬂﬂ-ﬁ&(!ﬂ)bnmhnddhlimmdmﬂﬁum-ﬂu&nLﬂdh blig of devel nor the
obligation (o drill offset wells a3 provided in N.R.C. Section 52.034; however, st the determination of the Commissioner, and with the joner's written I, the of

mmﬁuhlnﬁﬁhﬂmnﬂm“ mmuﬂMmuwwﬂmMﬂmhﬁhﬂMS
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13, EXTENSIONS: If, at the expiration of the primary term of this lease, production of oil or gas has not been obtained on the leased p but dnilling op are being conducied
thereon in good faith and in a good and workunantike manner, Lessee may, uuumnwuum—m-ummmmw-hc_ﬁn
of the General Land Office for » thirty (30) day ion of this lease, d by pay of Three Thousand Dollars (§3,000.00) if this lease covers six hundred forty (640) acres of less
ﬂmmbﬁﬂmwﬂfﬁbmm&ﬁhﬁdﬁnﬂﬂmmﬂhWﬂhmnﬂﬂhﬁhnm(lﬂmwm“ﬂ
wumuhmmunmm-wup- duced in paying quantities; pr d further, that Lessee may, so long a3 such dnilling operations are being

duc ted make like applicaty ¥ during any thirty (30) day penod for an addinonal of thirty (30) days and, upon receipt of such application and payment, the
c_-uua-.un.hum-hm-duh-nm..-umhhm»mu&mm(ma,muumuﬂuuwup-w-pm
quantities; provided, however, that this lease shall not be extended for more than & total of twee hundred ninety (190) days from and sfior the expisation of the primary term unless production
paying quantities has been obained

14. USE OF WATER; SURFACE: Lessee shall have the right 1o use water produced on said land ot b der and solely upon ihe leased premises, provided, however,
Lnu".hlm-ﬂhmw““hhm&u%mhm“mmhw*wdw Subject 10 its obligaton W pay

| swrface damages, Lessoe shall have the right 1o use 5o much of the surface of the land that may be reasonably necessary for drilling and operating wells and Gansporting and the
production therefrom, such use 1o be conducted under conditions of least injury 1o the surface of the land  Lessee shall pay swrface damages i an amount set by the General Land Office fee
schedude which is effective on the date when the activity requiring the payment of surface damages occurs.

15. POLLUTION: In developing this ares, Lessee shall use the highest degree of care and all proper safeguards w prevent poliution. Withowt imiting the foregoing. poliution of coastal
wetlands, naniral waterways, rivens and impounded water shall be prevented by the we of containment facilities sullicient 10 prevent spillage, seepage of grousd wass contamination. [n the event
of pollution, Lessee shall use all means at its dispasal to recapture all escaped hydrocarbons or other pollutant snd shall be responsible for all damage 1o public and private properties.

(A) UPLANDS: Lesses shall build and maintain fences around it shush, sump, and drainage pits and tank batieries 50 &8 10 protect livestock againgt loss, damags of injury, snd upon
complenon o sbandonment of any well or wells, Lessee shall fill and level all shush pits and cellans and completely clean up the dnlling site of all nbbush thereon

(B) SUBMERGED LANDS: No discharge of solid waste or garbage shall be allowed into State waters Som any drilling or support vessels, production platform, crew or supply boat,
barge, jack-up rig or other equipment located on the leascd ares. WMMMMMuhI—HnmmMMMMmmmMm
biodegradable iems. A sign must be displayed in a high waffic area on all vesscls aod manned platforma stanng. “Discharge of any sohd waste or garbage wio Stawe Waten from vessels or
platforms is swictly prohibited snd may subject a State of Texas lease 1o forfeiture * Sﬂn_uhluullnhnrnlunl'hdn

(C) RIVERS: Tohmm-m;mnmwnmmwmdummumumuum

(D) PENALTY: Failure 1o comply with the requirements of this provision may result in the maxinum penalty allowed by law including forfeinae of the lesse. Lessoe shall be lisble for the
damages caused by such fallure and any costs amd expenses incwred in cleaning srcas affecied by the discharged wasie.

| 16. IDENTIFICATION MARKERS: Lessee shall erect, st 8 distance not o exceed twenty-five (25) feet from esch well on the premises covered by this lease, & legible sign on which shall
| be stated the name of the aperstor, the lease designation and the well sumber. Where two or more wells on the same lease of where wells on two or more leases are connected o the same tank
banery, whether by individual flow line conpections direct 1o the ank of nks of by use of 8 multiple beader system, each line berween each well and such tank or header shall be legibly identficd
udmdﬁboﬂymﬂuuﬂu.meuuﬂhmunwmhmhmmwwmm Said signs, ugs,

plates or other identification markers shall be d in & legible condith ughout the term of this lease.

17. ASSIGNMENTS: The lease muy be ferred at any tane; provided, b that the Hability of the feror o property di its obligation under the lease, including property
plugging wells, ing platforms or pipelines, or of " dﬂmﬂnbhm"uw-ﬂ‘mwﬁmdumﬂm
Genersl Land Office. The Commissioner muy require the feree 1o & financial responsibility and may require  bond or other security. All anafens nmst reference the lease by the

file number and must be reconded i the county where the area is located, and the reconded transfer or & copy centified 10 by the County Clerk of the county where the wanafer is reconded must be
filed io the General Land Office within ninety (%0) days of the execution date, as provided by NR.C. Section 52.026, acconpanied by the filing fee prescribed by e Geoeral Land Office rules in
effect on the date of receipt by the Gesers! Land Office of such tansfer or cenified copy thereof Every transforee shall succeed 10 all rights and be subject W all cbligations, labilities, and
penalties owed 1o the State by the onginal lessee or sny prior ransferee of the lease, inclhading sny lisbilities 1o the state for unpaid royaities.

I8 MELEASES: Lesscr muy relinquish the rights granted hereunder o the State st any time by recording ihe relinquishment in the county where this ares is situaied and (iling the reconied

mmwmmamuummmwwmmnunmmnumhwwhmmmmhm
ot the date of receipt by the General Land Office of such relinquishment or cerufied copy thereol Such relinquahinent will ot have the effect of releasing Lessee tum any Lability therstofors
accrued in faver of the Sute.

19. LIEN: In sccordance with NR.C. Section 52.16, the State shall have a first lien upon all oil and gas produced from the wrea covered by this lease W socure payment of all unpaid royalty
and other sums of money that may become due under this lease. By acceptance of this lease, Lessee grants (he Swie, in sddition 10 the lien provided by N.R.C. Section 51.136 and sny other
w&umh-w_n-mun-wummhwMMhummmmm-ﬂMM-vmwhuuMhuh
of such leased minerals, whether such proceeds are held by Lesses or by & third party, and all fixtures on and jmp to the leased premi o duction or
pmnuhcnruﬂIn-duiumb-mnmupymuulmolhuoﬁ-un-nd-whtmnhmhhﬁbmpmnrmmmh-uu
may sulfler by reason of Lessce's breach of any covenant or condition of this lease, whether express or irplied  This lien and security intereat may be foreclosed with or without coun proceedings
mlhm-mvudnlhnl.l ouusdutmnm-nt:mcu Lessee agroes that the Commissioner nay require Lessee 10 execule and recond such instruments as

may be dge, sitack or perfect s hen mw“hhnnmeh—-ﬂMMMnmm"h
Mm«mmmerum Should the C: »l any time & une that this rep s not true, then the Commissioner may declare this
| lease forfeited ss provided herein.

10, FORFEITURE: If Lessee shall fail or refuse to make the payment of sny sum within thirty (30) days afler it becomes due, or if Lessee or an suthorized agent shoukd nowingly make any
false return o false report concemning production or drilling, or if Lessee shall fail or refuse 1o drill any offiet well or wells in good faith as required by law and the rules and regulations sdopied by
the Commissiover of the General Land Office, or if Lessee should fail 1o file reports in the manner required by law or fail 10 comply with rules and regulations promulgsied by the General Land
Office, hlshnlhdlud.whl.ﬂw‘%unﬁuhw&wmbhmﬁmﬁnwﬂnwﬂbﬂmwu%_““ﬂ
ot refuse o give correct infe itk or sowingly fail or refuse w furnish the Genoral Land Office a correct log of any well, of if Lessee shall knowingly violate sny of the
mmﬂhmuuuuhmu-—u—-mm-ao—uum-mnh e rights acquired under

Uiis lease shall be subject 1o forfetture by the Comumssioner, and be shall forfest same when sufficiently informed of the facts which 1 forf and when forfeited the area shall again
be subject (o lease to the kighest bidder, -lutlu-mhﬁ-u-d-;hwl;hl-hdhm However, bothing herein shall be construed as waiving the sutomatc termination of this
iu-uyq-h-nlhu-byu-nlf-,q-hl i arising b Forfei may be sot aside and this lease and all nights Whereunder reinstated before e rights of snother

i uucm-fuﬁ—num«mmmumdmn—uumuuwumumu

‘ ulnp“nlllluiﬂu

‘ 11. RIVERBED TRACTS: In the event (his lease covers & riverbed, Lessee is hereby specifically granted the right of eminent domain and condemnation as provided for in N R.C. Sections
$2.092-52.093, a3 a part of the consideration moving W Lessor for the covenants herein made by Lesses.

21 APPLICABLE LAWS AND DRILLING RESTRICTIONS: This lease shall be subject o all rules and reg: thereio, promulgated by the Commissioner of the
General Land Office governing drilling and produck tions oo P rmwuu(wmuuqmmwmmumaw;pma
roysities, sod suditing mmmumunm«ﬂmm ! that may alfest operations under the provisions of this lease.  Withowt
m-h-.u-Mdhmmmmwumdumuhwwumbamnmmmnumu
Office’s sudit billing notice and audht bearin Said p ty found st 31 Teans Adminiswstive Code, Chapter 4, and Teaas Netursl Resowrves Code Sections 32.115
and 52,137 theough 52.140. hhnﬁﬂlhﬂlmhﬂhﬂhﬁwhﬂﬂ“ﬂdhluﬁﬂuhﬂwhhwmlwlhmnfuﬂ.nnunhln-
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thmbmmd’lnﬂ.mLmMuhwuu-wp—lnﬂhdMWmmnW!ﬁ:&uhﬂll.ll’ﬂmhmWMMHL—-M
be entitled to develop such land for ol and gas by directional drilling: provided, b , that no wurface drilling location may be nearer than 660 feet and special permission from the
CmuhﬂnmlL—lOMtmyhuhlquﬁumm&nl.lwhmmdlmmmhmb‘hdhwlmhmm
bottom edge of any channel, slip, or tuming basin which has been authorized by the United States as & federal project for fture construction, whichever is nearer

3. REMOVAL OF EQUIPMENT: Upon the termination of this lease for any cause, Lessee shall not, in any event, be permitted 1o remove the casing or any pant of the equipment from any
ay.wltmb-dMuMMhmmthﬂhmwmu&WMuﬂmmul'rhu

consent of said C issi or his suthorized remove from the leased premises the casing or any other equip malerial, Y, appli of property owned by Lessee
aind used by Lessee in the develop and production of oil or gas therefrom until all dry or abandoned wells have been plugged and until all shush or refuse pits have been property filled and all
broken or discarded lumber, machinery, or debris shall have been d from the ises 1o the antisfaction of the said Ci of his authorized i

4. FORCE MAJEURE: Should Lessee be prevented Bum complying with sny express of implied covenant of this lease, from conducting drilling operstions therean, or om producing oil
and/or gas therefrom. afler effort made in good faith, by reason of war, rebellion, niots, strikes, fires. scu of God of any order, mle o regulation of go uthority, then while so prevented,
Lessee's obligation to comply with such covenant shall be suspended upon proper and satisfy proof pr d W the C of the General Land Office in support of Lessee's
contention and Lessee shall not be lable for damages for failure o comply therewith (except in the event of lease operati d a3 provided in the rules and regulations adopted by the

premises; provided. however, that nothing herein shall be construed 10 suspend the payment of rentals during the primary or exiended term, nor 1o sbridge Lessee's right o & swspention under sny
applicable statute of this Suse

15, LEASE SECURITY: I..:-hlnh‘lummugn-ﬂnlm-t—ﬁ-m-ﬂmﬂn“muwﬂ.pm*mwﬁdh
said lease. nhhmhhmhﬂn.hmd’wmm*m-mmmm-wummmuuMM
pathering and storage systems where theft of hydrocarbons can ocowr. Lﬂﬂh“ﬁhhhdmbﬁbﬂ:\unﬁh“ﬁﬂpﬂﬁhdtmmm
a8 provided herein on all oil, gas or other hydrocarbons lost by reason of theft

26. REDUCTION OF PAYMENTS: 1L during the primary term, a portion of the land by this lease is included within the boundaries of » pooled unit that has been approved by the
School Land Bosrd in sccordance with Natural Resources Code Sections 52.151-52.153, or il st any time after the expiration of the primary term or the extended termy, this lease covers § lesser
number of acres than the total smount described berein, pryments that are made on & per scre basis hervunder shall be reduced sccording 10 the number of scres pooled, released, surendered, or
otherwise severed. 8o that pryments detenmined on & per acre basis under the terms of this lease during the primary term shall be calculated based upon the number of scres outside the boundaries
of u pooled wnit, or, if after the expiration of the primary term, the number of scres sctually retained and covered by this lease.

27. SUCCESSORS AND ASSIGNS: The covenants, and ined herein shall extend 1o and be binding upon the heir, or
sssigns of Lessee herein.

18. ANTIQUITIES CODE: In the event that any feature of archeological or historical interest on Permanent School Fund Laod is d during the activities auth d by this lease,
Lessee will immediately cease activities and will immediately notify the General Land Office (ATTN. Archaeologist, Asset Manag Division, 1700 N. Congress Ave., Austin, Texas 78701}
wnd the Texas Historical Commission (P.O. Box 12276, Austin, TX 78711) so that adeqy may be ken to protect or recover such discovenies or findings, & sppropriste Lessee
is expressly placed on notice of the National Historical Preservation Act of 1966 (PB-89-66, B0 Swatuse 915; 16 USC.A 470) and the Antiquities Code of Texas, Chapter 191, Tex. NaL Code
m(meusw:m;mmuamaummruhummrmwwmmmuam

b ¥ jentific, educational, cultural or historic interest s d during the sctivith thorize by this lease, lessee will immedistely notify lessor and the Texas
Historical € ission so that adeq may be undertaken 1o protect of recover such discoveries or findings, as appropriate.

19. VENUE: I.—nruuh-u.wamﬂ#thmhmmmwd-mdﬂm-hﬁnw—whﬂhﬂ.m
humdlﬁIm-.wnbu-hmn,uumqw.ﬂh\hmh.mumm.ﬂhh.mdethhﬁm.m
of Texas.

30. LEASE FILING: humht:l-ulnl’h?n.l-.tCuMﬂchnu-thﬂuurmhhaﬂhn‘h&dyﬂwtnnrmhﬁhlﬂummdh
leased premises is located, snd certified copies thereof must be filed in the Genseral Land Office. The prescribed filing fee shall socompany (he certified copies semt 1o the General Land Office.

True and Correct
copy of
Qriginal filed in
Reeves County
Clerks Office
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31 EXECUTION: This oil and gas lease must be signed and scknowledged by the Lessee before it is filed of in the county reconds and ia the General Land Office of the State of Texas

v LUt xeen B CuenEaNT
e PRE < T OE BN
DATE: C\l] L':\LDF_)

‘ IN TESTIMONY WHEREOF, witness the signature of the Commissioner of the Genersl ¢ of the State of Texas under the seal of the Genersl Land Office

APPROVED
| Contents
| Legal
De
Exec
sTaTEOF_) EX B\ (CORPORATION ACKNOWLEDGMENT)
connrvor AT OLANOD
BEFORE ME, the undersighed suthoriy, on s day personatly sppeard_LOOT 1 1 10N ) C L FARST
known 40 e W be the person whose name s © the o uDRJ’- “SLIOENTY of
y - 2 . o =X and acknowledged (o me that he earcuted the sane
for the purp and therein exp d, in the capacity stated, and as the act and deed of said corporation.
Given under my hand aad seal ofoffice tinthe_\ 23 ™ awyof P PIEMEAEN.  0(FD
Monate K (oo
\ MASHALA K. CR0SS e S
Notary Pubiic. State of Texas
[ My Commssion Expires [
| 7-16-2008
' STATE OF (INDIVIDUAL ACKNOWLEDGMENT)
COUNTY OF
Before me, the undersigned suthority, on this day lly app
wnown to me 0 be the pernons whose names are subscribed 10 the foregong and acknowledged 1o me that they executed the
same for the ) d therein d
Civen under my band and seal of office this the day of 30
Notary Public in and for
6
r-_ o o B - 7 AT PN il et o e ' toaarl, WENTAL, - 71
ORUSE & ! i) ¢ LLAUST U COLDR
00 RADE © iava b asy oy IR T T 1Y
FILE NO. 4225 U
FILED FOR RECORD ON THE 16TH DAY o SEPTEMBER A.D. 2005 4:14 P.
DULY RECORDED 19TH. DAY OF SEPTEMBER A.D. 2005 10:30 A. u,
3 \ e
» DEPUTY DIANNE O. FLOREZ, COUNTY CLERK
REEVES COUNTY, TEXAS .

True and Correct
copy of
Qriginal filed in
Reeves County

- ., eey eoe O 8 Clerks Office
HE R o* ¢ .53 ;&
LTt e se ee s
e . - . L] L




CERTIFIED TRUE AND CORRECT COPY CERTIFICATE
STATE OF TEXAS

COUNTY OF REEVES

The e and loregoing is a full true and corre

in my lawlul cuslody and po:

the public records of my Offi

RU 171 OKEESM!; PUBLIC
oony s SEPTEMBER 20, 2005

TavoL 2.

DIANNE O. FLOREZ, COUNTY CLERK
REEVES COUNTY{TBXA

By DeERU




